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BEFORE THE
I LLINO S COMVERCE COWM SSI ON

IN THE MATTER CF:

Consumrers Il linois
Wat er Conpany,

— = —

) No. 00-0366
Petition for (1) issuance of a)
Certificate of Public )
Conveni ence and Necessity )
("Certificate") to operate a )
wat er supply and distribution )
system and sewage collection )
systemin Lake County; (2) )
approval of accounting entries)

related to acquisition of )
facilities; (3) approval of )
application of rates. )
)

Chicago, Illinois

Novenber 9, 2000

Met, pursuant to notice, at 10:00 a. m

BEFORE:

Ms. Deborah King, Adm nistrative Law Judge
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APPEARANCES:

MR JOHN REI CHART and
MR ANDREW HUCKMAN

160 North LaSalle Street

Suite C-800
Chicago, Illinois

appearing for Staff;

JONES, DAY, REAVIS & POGUE, by

MR BOYD J. SPRI NGER
77 West \Wacker Drive
Sui te 3500

Chicago, Illinois 60601

appearing for C W

SULLI VAN REPCRTI NG COVPANY, by

Ann Rogers,

CSR

20



I NDEX

Re - Re- By
Direct Cross direct cross Judge

Wt nesses:
M. Bryan Sant 26 30
M. Richard Ackman 52 54 71

M. Terry Rakocy 76 81 87

EXHI BI TS

For ldentification I n Evi dence

12

13

14

15

16

17

18

19

20

21

22

Cl\C:

1.0, 1.0R

1. SR 1. 0AS 22 81
W 2.0R 22 54
Cl\C:

Cross No. 1 31 52
Staff:

2.0, 2.0A 4.0, 21 25
1.0, 3.0P, 3.0R

and 5.0 21 30
6.0 21 87
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(Wher eupon, CIWC
Exhibit Nos. 1.0, 2.0R 1.0R
1. SR and 1.0AS were

mar ked for identification.)

(Wher eupon, Staff Exhibit
Nos. 1.0, 3.0P, 3.0R 5.0,
2.0, 2.0A, 4.0 and 6.0 were
mar ked for identification.)
JUDGE KING Pursuant to the authority of the
I'l'l'inois Commerce Conmission | now call
Docket No. 00-0366. This is the petition of

Consuners |llinois Water Conpany.

May have the appearances for the record.

MR, SPRI NGER  Boyd J. Springer of Jones, Day,
Reavi s & Pogue 77 West Wacker, Suite 3500 Chicago,
Il1linois 60601-1692 appearing on behal f of the
petitioner, Consuners Illinois Water Conpany. M
tel ephone nunber is (312) 269-4151.

MR REI CHART: John J. Reichart and
Andr ew Huckman appearing on behalf of the Staff of

the Illinois Comerce Comm ssion. Qur address is
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160 North LaSalle, Chicago, Illinois.

JUDGE KING We're here today to conmence with
our evidentiary hearing in this matter. | believe
there are sone prelimnary procedures that we need
to take care of.

MR REICHART: Yes, na'am Examiner. There is
currently an outstanding notion staf f filed for
|l eave to file supplenental rebuttal testinony of
staff witness Bryan Sant. W filed this on Mnday
Novenber 6th along with suppl enental testinony.
It's our understanding that the conpany has no
objection to this notion and, in fact, filed
responsive testinmony to the testimny we filed and
staff has no objection to thementering that
testinmony into the record as well.

JUDGE KING Al right. Let the record reflect
that staff's nmotion to file instanter the
suppl enental rebuttal testinmony of M. Sant is
hereby granted and as well the additional
surrebuttal testinony of M. Rakocy is hereby
granted al so.

MR, REICHART: And as a housekeeping matter we do
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have one staff w tness, M. Roy King, who by
agreenment is not appearing at the hearing today but
rather will have his testinony entered by affidavit.
I would ask that | could identify that testinony for
the record at this tine.

JUDGE KING  Yes.

MR REICHART: M. King's direct testinmony has
previously been nmarked as |1 CC Staff
Exhibit 2.0. In addition, 1CC Staff Exhibit 4.0,
which is titled rebuttal testinmony of Roy King, has
al so been provided to the court reporter, finally,
ICC Staff Exhibit 2.0A, which is the affidavit of
M. King, in which he indicates that he is famliar
with the contents of the two prior exhibits and
those exhibits are true and correct to the best of
his know edge we will be submitting as well.

JUDGE KING Any objection?

MR, SPRINGER No objection.

JUDGE KING Those exhibits are hereby admtted.
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(Wher eupon, Staff
Exhibit Nos. 2.0, 2.0A
and 4.0 were

admtted i nto evidence.)

MR, REI CHART: Thank you

JUDGE KING That takes care of the prelimnary
matters?

MR SPRINGER Yes, we're not aware of any other
prelimnary matters.

JUDGE KING Ckay. And we will be proceeding
with the case of the staff first?

MR REICHART: That's correct.

JUDGE KING What | can do is just indicate or
ask that all witnesses who will be testifying here
today if you could raise your right hands.

(Wtnesses sworn.)
JUDGE KING Call your first wtness
MR REICHART: Staff would call staff w tness

Bryan Sant.
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BRYAN SANT,
called as a witness herein, having been first duly
sworn, was examined and testified as foll ows:
DI RECT EXAM NATI ON
BY
MR, RElI CHART:
Q CGood norning, M. Sant.
A CGood nor ni ng.
Q Whul d you pl ease state your full name for
the record.
A My nane is Bryan Sant.
Q VWo are you enpl oyed by?
A I"menployed by the Illinois Conmerce
Conmi ssi on.
Q VWhat is your business address?
A My busi ness address is 527 East Capital,
Springfield, Illinois 62701.
Q M. Sant, what is your position with the
I'l'linois Conmerce Conmi ssion?
A I am an accountant, a staff accountant in
the Accounting Departnent.

Q Thank you. M. Sant, did you prepare
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testinmony for subm ssion in this docket at the
heari ng today?

A Yes, | did.

Q I"d like to refer you to a docunent that has
previously been marked as ICC Staff Exhibit 1.0,
it's titled the direct testinony of
Bryan Sant. It consists of 12 typewitt en pages and
4 schedul es. Was this docunment prepared by you or
under your supervision?

A Yes, it was.

Q And you're famliar with the contents
t hereof ?

A Yes, | am

Q Do you have any corrections or changes to
make to this docunent?

A No.

Q Is the information contained in this
docunent true and correct to the best of your
know edge?

A Yes, it is.

Q I"d like to refer you next to a docunent

that has previously been marked as I CC Staff Exhibit
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3.0P titled Proprietary Rebuttal Testinony or Bryan
Sant. It consists of 14 typewitten pages and 8
attached schedules. Are you famliar with this
docunent ?

A Yes, | am

Q Was this docunment prepared by you or under
you supervi si on?

A Yes.

Q Is the information contained in this
docunent true and correct to the best of your
know edge?

A Yes.

Q Do you have any changes to make to this

docunent ?
A No.
Q I"d like to refer you to what has previously

been marked as 1 CC Staff Exhibit 3.0R which is
titled the Redacted Rebuttal Testinony of Bryan Sant
consisting of 14 typewitten pages. Once again, are
you famliar with this docunent?

A Yes.

Q Is the information contained in this
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docunent true and correct to the best of your
know edge?

A Yes.

Q Finally, I'd refer you to ICC Staff Exhibit
5.0 titled Suppl enental Rebuttal Testinony of Bryan
Sant consisting of 5 typewitten pages and one
schedule. Are you famliar with this document?

A Yes.

Q Was it prepared by you or under your
super vi si on?

A Yes.

Q Is the information contained in this
docunent true and corr ect to the best of your
know edge?

A Yes.

VMR REI CHART: WMadam Exanminer, at this time
subject to cross exam nation we would nove for the
admi ssion of I1CC Staff Exhibits 1.0, 3.0P, 3.0R and
5.0.

JUDGE KING Is there any objection?

MR SPRINGER No objection at this time, Mdam

Exam ner.
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JUDGE KING Al right. Let the record reflect
that Staff Exhibits 1.0, 3.0P, 3.0R and 5.0 are
hereby admtted into the record and subject to
Cross.

(Wher eupon, Staff

Exhi bit Nos. 1.0, 3.0P,
3.0R and 5.0 were
admtted into evidence.)

MR REICHART: W tender the witness for cross at
this tine.

CRCSS EXAM NATI ON
BY
MR SPRI NCER:

Q M. Sant, would you please first turn to the
revi ewed Schedul e 7 whi ch acconpani ed your
suppl emrental rebuttal testinmony. There you propose
an original cost for water plant of a negative
$483,840; is that correct?

A Yes.

Q You al so suggest they put two of the
schedul e that if the use of the negative nunber or

plant would result in negative rate base, rate base
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shoul d be increased to zero; is that correct?

A Yes.

Q If rate base is zero there would be no
revenue requirement allowed in a rate case to
provide a rate of return; is that correct?

A Besides the -- that is correct besides the
amount that is allowed for -- that is correct except
for the anbunts that are allowed for the allowable
expenses.

Q So that there could be revenue allowed to
cover expenses if | understand your answer; is that
correct?

A Correct.

Q But there would be no rate of return
component; is that correct?

A That is correct.

Q There woul d be no revenue allowed for a
return on common equity capital; would that be
correct?

A Yes.

Q And you agree, as indicated in your footnote

2, that a negative rate base woul d be inappropriate;
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is that correct?

A That is correct.

Q The inplication of a negative rate base
woul d be that the utility providing service would
pay a return component to the custoners; would that
be correct?

A | believe that is correct.

Q And this would be a disincentive to a
potential buyer when determ ni ng whether to acquire
the utility involved; would that be correct?

A | imagine it would be, I do not know that
for sure

Q Was there a policy reason for your view that
a negative rate base would be inappropriate?

A | believe the view, as stated in other
dockets that | have referenced, where the Conm ssion
has allow a zero rate base instead of a negative
rate base | believe that the reason -- the policy
reason for that would be to not allow
the -- so that there wouldn't be a disincentive to
investing in the utility.

Q You reference in data responses prior orders
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in which you believe that the Conmi ssion allowed a
zero rate base rather than negative rate base; is
that correct?

A Yes.

Q And is one of the cases you reference a Page
Uility Company, Docket 76-04377

MR, REICHART: M. Springer, could you please
indicat e the particul ar data request response you're
referring to so our record is clear?

MR, SPRINGER  Yes, it's the Response No. 1 to
the fourth series request.

THE WTNESS: Yes, 76-0437 is one that |
ref erenced.

BY MR SPRI NGER:

Q In that case, would you agree that according
to Finding 7 of the order the original cost rate
base al | owed was $44, 203?

A I do not have that information, | do not
have a copy of that.

Q Whul d you accept that subject to check?

A Yes.

Q You al so referenced Countryside Uilities
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Docket 82-0373; is that correct?

A Yes.

Q Wul d you accept that that case involved a
fair value rate base?

MR, REICHART: Can | have that reference again,
Boyd?

MR, SPRINGER. Docket 82-0373.

MR, REI CHART: Right, what page?

MR, SPRINGER The question is whether the order
allows a fair value rate base, it's in
Fi ndi ng 8.

THE WTNESS: Yes, | agree
BY MR SPRI NCER

Q And the fair value rate base was $19,474; is
that correct?

A Yes.

Q Rat e base was not zero in either case; is
that correct?

A | believe the reason it was not zero in
these cases was because of the working capital
component, that after the -- that the net

before -- excuse me, the net pl ant conponent was
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negative and it was allowed to be zero and then the
wor ki ng capital conponent increased the rate base so
that it was above zero.

Q You agree that the collective investnent of
Thorngat e and Mutual Services should be reflected as
original cost in the rate base calculation, is t hat
correct, in this proceedi ng?

A Yes, it is.

Q Thor ngat e exchanged 38 acres of land in
return for cash, the water system and ot her
infrastructure itens; is that correct?

A Yes, it is.

Q You believe that Thorngate paid for the
wat er system and other infrastructure itens with the
cost of its |land exchanged for devel opnent net of
any cash received; is that correct?

A Yes, it is.

Q And you disagree with M. Rakocy's position
that Thorngate's investnment is equal to the value of
the I and exchanged in return for the water system
is that correct?

A Coul d you repeat that.
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Q "Il restate the question.

You disagree with M. Rakocy's position
that Thorngate's investnment is equal to the val ue of
the Iand exchanged in return for the water system
is that correct?

A Yes, | disagree with that position

Q In your opinion, the value of the | and
exchanged for the water systemis not the pertinent
issue; is that correct?

A That is correct.

Q You are not aware of any information
pertaining to the market value of the | and exchanged
by Thorngate; is that correct?

A Correct.

Q Accounting Instruction 18 of the Uniform
System of Accounts addresses the recordi ng of
acquired utility plant; is that correct?

A Yes, it is correct.

Q Accounting Instruction 18 A states: Al
anounts included in the accounts for utility plant
acquired as an operating unit or systemshall be

stated at the cost incurred by the person who first
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devoted the property to utility service; is that
correct?
A Yes.
Q For purposes of Accounting
Instruction 18, the word cost has the meani ng stated
in Definition 9; is that correct?
A Yes, that is correct.
MR SPRINGER |'m passing out a docunent which
woul d ask be marked as ClWC Cross Exam nation
Exhi bit No. 1.
(Wher eupon, CIWC Cross
Exhibit No. 1 was
mar ked for identification.)
BY MR SPRI NGER
Q M. Sant, would you agree that the docunent
whi ch has been marked as CIWC Cross Exam nation
Exhibit No. 1 contains |anguage of Accounting
Instruction 18 on Page 1 and
Definition No. 9 on Page 27
A Yes, it does.
Q And | believe you indicated that for

pur poses of Instruction 18 the word cost is as
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defined in Definition 9; is that correct?

A | believe that is correct.

Q The | ast sentence of the Accounting
Instruction 18A states: Were the termcost is used
in the detailed plan accounts it shall have the
meani ng stated in this paragraph, see Definition 9,
correct?

A Correct.

Q Cost neans the amount of noney actually paid
for property related to utility ser vice -- excuse
me, 1'Il start over.

Cost neans the anount of noney actually
paid for property or service. Wen the
consi deration given is other than cash, the value of
such consideration shall be determ ned on a cash
basis; is that correct?

A Yes.

Q Pl ease | ook at Accounting
Instruction 18D?

MR HUCKMAN:  1'd just like to clarify that when
he nmade that |ast statement he was agreeing with the

definition that appears in this exhibit. |In other
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words, he was nerely rereadi ng what was presented to
himin a cross exhibit.

MR, SPRINGER  Are you finished,

M. Huckman?

MR, HUCKMAN:  Yes, | am
BY MR SPRI NGER:

Q Whul d you pl ease refer to Accounting
Instruction 18B, does that instruction state: Wen
the consideration given for property is other than
cash, the value of such consideration shall be
determ ned on a cash basis?

A Yes, that's how it reads.

Q Under the Uniform System of Accounts, when
the consideration given for utility property is
somet hi ng ot her than cash, the val ue of that
consideration is pertinent; is that correct?

A That appears to be correct.

Q When a utility acquires utility plant, the
Uni form System of Accounts indicates that the
original cost should be estimated if not known; is
that correct?

A Yes.
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Q Pl ease turn now to Page 4 of your rebutta
testi nony.

There you indicate at Lines 88 through 91
that the Conmmi ssion has |long held that cost born by
the devel oper but recovered through | ot sales,
custoner contributions and tax wite-offs in the
form of |and devel opment costs should not be
included in plant fair value for fixing purposes,
correct?

A Correct.

Q You have no specific docunents, records or
wor k papers which indicate that the Phase 2
devel opers recovered costs associated with the water
and/ or sewer systemthrough prices for |ot sales,
custoner contributions or tax wite-offs, correct?

A That is correct.

Q Pl ease turn now Schedul e 2 of your Exhibit
1.0.

There you show water utility plant and
service on Line 1 of $1,256,017; is this correct?

A Yes.

Q And turning to Schedule 4 of your exhibit,
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that anount is the sumof what is shown on Schedul e
4 under water system of the amount shown in col ums
F, Gand H, is that correct?

A Yes, it is.

Q One of the itens included in plant and
servi ce bal ance for water operations on Schedule 2
is contributions in the amount of $483,840; is that
correct?

A Yes.

Q And that is the anount shown in
Colum G correct?

A Correct.

Q The remaining itens, that being the anount
shown in Colums F and H, are portions of the
account bal ances shown on your Schedule 3; is that
correct?

A That is correct.

Q And these are the bal ances from Thorngate's
books for |and waste water and |and inprovements
WMS; is that correct?

A It is the portion allocated fromthose

accounts from Schedul e 3.
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Q At the tine of your direct testinony you
proposed that these bal ances be allocated as
original cost to both water and sewer accounts as
shown in your Schedule 1; is that correct?

A That is correct.

Q And you agree now that at the tinme of your
direct testinony you m sunderstood the makeup of the
two accounts shown on Schedule 3; is that correct?

A That is correct.

Q You now agree that Thorngate's accounting
records include only costs for the sewer system is
that correct?

A Yes.

Q Aside from Schedul e 3, you have no
accounting records, studies, work papers, analyses
or any other docunments indicating the content of the
two accounts shown; is that correct?

A That is correct.

Q At the tine of your direct testinony in
Schedul e 2 you show sewer plant and service of
$2,101,908; is that correct?

A Yes.
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Q And as shown on Schedule 4, this anount is
the sumof Colums F, Gand Hin the sewer section
of that schedule; is that correct?

A Correct.

Q The bal ance of plant and service for sewer
operations at the time of your direct testinony
i ncludes contributions in the anobunt of $596, 160;
that correct?

A Correct.

Q In your rebuttal testinony you conclude th
the cost shown in Schedul e 3 should be reflected
only as sewer plant costs; is that correct?

A That is correct.

Q And if we | ook now at Schedul e 6 which

is

at

acconpani ed your rebuttal testinony you show there a

bal ance in account 353 of $303, 484 and
account 354 for structures and inprovenents a
bal ance of $1,974,441; is that correct?

A Yes.

Q These nunbers total $2,277,925; is that
correct?

A Correct.
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Q And that is the balance that you show as
sewer plant and service on Schedule 7 which
acconpani ed your rebuttal testinony and revised
Schedul e 7 whi ch acconpani ed your suppl enent al
rebuttal testinony; is that correct?

A Correct.

Q Goi ng back now to Schedul e 4, which

acconpani ed your direct testinony, the amount which

you show in Schedule 7 and revi sed

Schedule 7 -- are you there yet?
A Yes.
Q "Il start over.

The anmount which you show in Schedule 7

and revi sed Schedule 7 as sewer plant and service is

the sumof Columm F for water and sewer and Col um H

for water and sewer as was cal cul ated on Schedul e 4;

is that correct?

A Yes.

Q The pl ant and service bal ance for sewer on

Schedul e 7 and revi sed Schedul e 7 does not i ncl uded

contributions allocated to sewer in the anpunt of

$596, 160 as shown in Colum G of Schedul e 4,
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correct?

A Correct.

Q As revised in your revised Schedule 7, whi
acconpani ed your supplenental rebuttal testinony,
you exclude fromwater plant and service the water
contributions of $483,840 shown in Schedule G --
excuse ne -- shown in Colum G of Schedule 4; is
that correct?

A Yes, that is correct.

Q That bal ance had been shown as plant and
service on revised schedule -- excuse nme -- on
Schedul e 7 prior to your revision; is that correct

A Yes.

Q Now, as we discussed, your sewer plant and
servi ce bal ance shown on revised Schedule 7 is
$2,277,925; is that correct?

A Yes, it is.

Q. Thorngate's records do not include a
breakdown of this balance into plant accounts of t
type shown on your Exhibit 1 Schedule 1; is that
correct?

A That is correct, on Schedule 1 from Exhi bi

ch

?

he

t
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11 had allocated that total anount to the various
pl ant accounts.

Q Pl ease refer to the Page 2 of Schedule 1 for
the sewer system

This woul d be a listing of the sewer
pl ant accounts; is that correct?

A Yes.

Q. As provided in the Uniform System of
Accounts; is that correct?

A Yes.

Q There are force nmains, gravity mains and
services in the Ivanhoe Thorngate sewer system is
that correct?

A It is correct fromthe best of ny know edge.
I took that fromthe survey that the conpany had
conpl eted of the system

Q To your know edge there would be force
mai ns, gravity mains and services in the systen?

A Yes.

Q There are no accounting records indicating
what anount, if any, should be recorded in Account

360 for force mains, Account 361 for gravity nmains
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or Account 363 for services; is that correct?

A Do you mean on Thorngate's records?
Q Yes.
A Yes, that is correct.

Q You do not know the cost recorded in the
accounting records of Thorngate, if any, for punping
equi pment, Account 371; treatment and di sposa
equi pment, Account 380; or receiving wells, Account
370; is that correct?

A That is correct.

Q Yet these itens do exist in the sewer
system do they not?

A | believe so.

Q There are no bal ances shown in the
accounting records for power generation equi pnent,
Account 355; flow nmeasuring devices, Account 364; or
pl ant sewers, Account 381; is that correct?

A That is correct, Thorngate did not break out
their costs.

Q Yet these itens also exist in the sewer
system is that correct?

A As far as | can tell, yes.
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Q No bal ances are shown in the accounting
records for any of the accounts |isted on your
Schedule 1 with the exception of Accounts 353 and
354, correct?

A Correct.

Q For the water system on your Schedule 6, you

show an account bal ance for Account 114 utility
pl ant acqui sition adjustment, correct?

A Correct.

Q Referring again to your Schedule 1, this
time page 1 for the water system

This is a listing of the water plant
accounts fromthe Uniform System of Account s; is
that correct?

A Yes.

Q And woul d you agree that there are water
mai ns, services, neters and hydrants used in the
wat er systenf?

A As far as | can tell.

Q There woul d al so be punping plant water
treatnment facilities; is that correct?

A Yes.
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Q You woul d agree that there is nothing in
Thorngate' s accounting records which would indicate
the original cost which should be recorded in any of
the accounts listed on your Schedule 1; is that
correct?

A Correct.

Q Ref erring now Schedul e 2 of your
Exhi bit 1.

Here you deduct contributions in aid of
construction for the water systemin the amunt of
$483, 840 and for the sewer systemin the amount of
$596, 160; is that correct?

A Yes.

Q And we have al ready di scussed that for
pur poses of your direct testinony you included for
both the water system and the sewer systemthe same
contri butions bal ance which you deducted as a
component of utility plant and service; is that
correct?

A Yes, | originally did that.

Q For the direct testinmony, the net effect of

contributions on original cost plan for both water
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original cost and sewer original cost was zero,
correct?

A Correct.

Q For your rebuttal testinony on Schedule 6
you included contributed property of $483,940 in
determ ning water plant and service; is that
correct?

A Schedul e 7 or Schedul e 67

Q I"'mcould refer to Schedule 7

A Yes, | did that on ny origina
Schedul e 7.

Q For purposes of Schedule 7, which
acconpani ed your rebuttal testinony, the net effect
of water contributions in the amount of $483, 840 on
your cal cul ation of original cost plan for water was
zero; is that correct?

A Correct.

Q For sewer operations on rebuttal Schedule 6
you did not included contributions as a conponent
for plant and service, correct?

A Schedule 7, that's right, | did not.

Q So for purposes of Schedule 7, the effect of
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contributions is to reduce original cost plan by
$596, 160; is that correct?

A Correct.

Q And that is also the case for the
cal cul ati on of sewer original cost on your revised
Schedule 7; is that correct?

A For sewer and water on revised 7, yes.

Q So just to nake the record clear for revised
Schedul e 7 for water operations the net effect of
contributions is to reduce original cost plan by
$483,840; is that correct?

A Yes.

Q And for sewer operations the net effect of
contributions is to reduce original cost plan by
$596, 160; is that correct?

A Correct.

MR, SPRINGER  Thank you. | have nothing further
at this for in M. Sant.

JUDGE KING Redirect?

REI CHART: |If we could have a nonent.

(Di scussion off the record.)

JUDGE KING |Is there redirect?
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MR REICHART: Staff has no redirect.

MR SPRINGER  Madam Examiner, at this time I'd
like to ask for admission of ClIWC Cross -exanination
Exhi bit No. 1.

JUDGE KING Any objection?

MR, REI CHART: No objection

JUDGE KING Let the record reflect that CWC
Cross-Exam nation Exhibit No. 1 is hereby admtted
into the record. Thank you M. Sant.

(Wher eupon, CIWC
Cross - Exami nat i on
Exhibit No. 1 was
admtted i nto evidence.)

MR SPRINGER The next witness is
M. Ackman.

Rl CHARD ACKNAN,
called as a witness herein, having been first duly
sworn, was examined and testified as foll ows:

DI RECT EXAM NATI ON

BY

MR SPRI NGER:

Q Pl ease state your nanme and busi ness address.
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A Ri chard Ackman, |'m enpl oyed at the Ivanhoe
-- actually Thorngate Country Cub d/b/a the |Ivanhoe
Club 28846 North Thorngate Drive in |Ivanhoe,
I'l'linois 60060.

Q M. Ackman, what is your position with the
Thorngate Country C ub?

A Ceneral manager and chief operating officer.

Q For purposes of this proceeding, did you
cause to be prepared testi nony marked for
identification as CIWC Exhibit 2.0R?

A Yes.

Q Thank you. |Is t he information provided in
that testinony true and correct to the best of your
know edge?

A Yes, it is.

MR SPRINGER  Madam Examiner, at this time |
woul d ask for adm ssion into evidence M. Ackman's
rebuttal testinony marked as CIWC Exhibit 2. 0R

JUDGE KING Is there any objection?

MR REICHART: No, there is not.

JUDGE KING Hearing no objection, let the record

reflect that CWC Exhibit 2.0Ris hereby admtted
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into the record subject to cross
(Wher eupon, CIWC
Exhi bit No. 2.0R was
admtted i nto evidence.)
MR SPRINGER M. Ackman is tendered for
cross-examnation with respect to that testinony.

CROSS EXAM NATI ON

BY
MR HUCKMAN:
Q I am Andrew Huckman representing the staff
of the Commission, | will have a few questions for

you, M. Ackman
A nmonent ago you indicated that you are

the general manager and chief operating officer of
Thorngate. Did | correctly understand your
testinmony that you are al so the club nmanager from
1989 to 1994 before taking the current position?

A That's correct.

Q Also in your testinony do you indicate that
you're responsible for all of Thorngate's activities
i ncluding golf club operations, utility matters and

financial record keepi ng?
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A Yes, with the assistance of staff in the
record keepi ng departnent, obviously.

Q Ckay. And also in your testinony do you
indicate that in the course of your duties you are
famliar with Thorngate's books and records?

A To a reasonabl e degree, yes.

Q Thank you. 1Is it correct that Thorngate's
books and records are audited by the accounting firm
of Purnell, Kerr & Foster (ph), Certified Public
Account ant s?

A Up to a point in time and I can't recall the
exact year it was Pal enker Forester (ph) and |
bel i eve somewhere around 1980 -- I'msorry -- 1994,
"95 range it was transferred to BDO Sei dman

Q But the records that were provided to staff
in data requests were audited by a certified public
accounting firn®

A Absol utely, vyes.

Q And did the certified public accounting
firms issue unqualified opinions specifically for
the years 1987 through 1989 which | understand were

years Purnell, Kerr & Foster were CPAs?
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A To the best of ny know edge, yes.

Q Whul d you agree that an unqualified audit
opi ni on nmeans that books and records are naintained
in accordance with generally accepted accounting
principles and that financial statenents that you
have previously provided fairly present the
financial position of Thorngate Count ry C ub?

A Yes.

Q Are these financial statements furnished to
Thorngate Country O ub menbers each year as part of
the Thorngate Country C ub annual report?

A Yes, they are.

Q Are these sane accounting records used in
preparation of federal income tax returns for
Thor ngat e?

A Yes.

Q And al so are these sane accounting records
used in the preparation of state inconme tax returns

for Thorngate?

A Yes.
Q I want to refer you to your testinony,
specifically -- I'"'msorry -- your rebuttal
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testinmony, specifically on page 3 near lines 11
through 14. Am1 correct that you indicate
Thorngate transferred |l and to the devel opers in
exchange for the construction of a water systen?

A In part, it was part of the equation.

MR, HUCKMAN: Ckay. My we go off the record for
a nmonment ?

JUDGE KING  Sure.

(Di scussion off the record.)

MR HUCKMAN: M. Ackman, |'m about to refer
specifically to some figures which appear in the
record you have previously provided the Conm ssion |
woul d request, Madam Examiner, that we rmake this an
in-canera proceeding during this portion of
Cross-exam nati on.

THE COURT: Al right. W wll do so.

(Di scussion off the record.)

MR, HUCKMAN:  Madam Exami ner, ny apol ogi es. Upon
further reflection | think that we will be able to
continue without the need for in-camera proceedi ngs.

JUDGE KING  Ckay.

BY MR HUCKNVAN:
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Q In your testinony, do you agree that an
acreage of -- in your testinony on page 3 at
approximately lines 11 through 14 in the transaction
that you refer to there, would you agree that a
certain acreage of |and was exchanged with the
devel oper for a certain amount in cash as well as
the construction of a wat er system and | and
i mprovenent s?

A Yes, | woul d agree.

Q Did Thorngate incur a gain on this
transaction over its historical cost of |and?

MR SPRINGER |I'mgoing to enter an objection
Madam Examiner. M. Ackman has addressed in his
rebuttal testinony a very narrow point. The
rebuttal testinony was submitted in response to a
position taken by M. Sant on direct wherein he
indicated, |I believe, that the Thorngate accounting
records included costs for both water and sewer
facilities. M. Ackman was called for the very
limted purpose of indicating that the Thorngate
accounting records do not contain costs for any

water facilities, but only costs for sewer
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facilities and that is the only point covered in his
testinmony. That is the entire scope of his rebutta
testinmony and I do not believe M. Huckman' s | ast
question pertains to that issue.

MR HUCKMAN:  In his rebuttal testinmony he
di scusses this transaction. It says, beginning at
line 11 on page 3, as M. Rakocy indicat es Thorngate
transferred land to the devel opers of |vanhoe Phase
2. In return, the devel opers constructed the water
system parens, on Thorngate's property and in the
residential areas, end parens, and other
infrastructure and provi ded cash conpensation. Al
we're seeking to do is understand the nature of that
transacti on.

MR SPRINGER | do not believe M. Huckman's
question goes to that, that is the basis of the
obj ecti on.

MR HUCKMAN: W were asking about that
transaction, we're asking did you incur a gain on
the transaction. W' re just |ooking to understand
these financial records a little bit better.

JUDGE KING I'mgoing to overrule the objection
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BY MR HUCKMAN:

Q M. Ackman, repeating the question before
the objection, would you agree that Thorngate
incurred a gain on t his transaction fromits
hi storical path cost of the land at issue?

A In ny opinion | would not call it a gain,
would call it a redirection of dollars into building
primarily what was the grand scope of our entire
facility. So dollars were expended in one venue and
expended in another venue in order to construct the
cl ub.

So as far as a gain in the true sense of
the word, no.

Q Was the anount of the dollars that you
recei ved greater than the historical cost of that
| and?

A Yes.

Q Wthout using figures, would you classify
that as significantly greater than that historica
cost of |and?

A In a qualified manner significantly greater

in the respect that, again going back to the grand
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spectrum the scope of the land that was transferred
to the devel oper changed in magnitude significantly
by being converted fromrural property, undevel oped
rural property, to golf course perineter residentia
property. So its value was only accentuated by the
sheer creation of the entire environnent.

Q But it was a significantly different val ue

A Oh, yes.
Q -- taking that into account?
A Yes.

Q VWat | have called a gain and you called a
redirection of dollars, | believe, was this gain or
redirection of dollars reported in Thorngate's
conput ati on of taxable income for the year of that
exchange?

A Yes, it was.

Q Wul d the cost basis for that | and be the
cost that the land was -- I'msorry -- the cost that
the Iand incurred by Thorngate?

A l"msorry?

Q Whul d you agree that the cost basis of the
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land in that transacti on would have been at cost of
the land as originally incurred by Thorngate?

A No.

Q Coul d you expl ai n why not?

If | understood your question correctly, was
the value of the land or was the price of the |and
that we purchased the sane price as what it was
sold; is that what you're referring to?

Q In the records of Thorngate's when you talk
about this gain or the redirection of dollars, would
that |and have been reflected in the record at the
cost of the land as incurred by Thorngate?

A Again, | don't understand the question, |I'm
m ssi ng sornet hi ng.

Q After this transaction was the original cost
of this acreage of |and was exchanged tak en of f of
Thor ngate' s books, the original cost?

A I would assunme that it was, | could not
guarantee that point. | would assume in the normal
accounting practices that that value of that acreage
woul d have been depl eted and the gain recorded.

Q I"d like to refer to page 3 of your
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testinony again, near line 23. There you say that
in response that CIWC Exhibit 1.2R M. Sant

i ndi cates that she was assured by Thorngate's
managenment that all capitalized costs of the water
and sewer systens were recorded in two accounts that
he refers to. Wen you talk about Thorngate's
managenment, are we referring to you specifically?

A I"massumng that | would be the one. 1| did
| speak with M. Sant.

Q Did you have a phone conversation with M.
Sant or other nenbers of the Conm ssion staff
regardi ng the accounting records of Thorngate
Country C ub?

A Yes.

Q In that phone conversation did you indicate
that the accounting records of Thorngate reflect
both water and sewer accounts?

A This is an issue totally by m sunderstandi ng
in our tel ephone conversation with M. Sant. M
comon 10 year, 11 year, 12 year term nology to
these systens have been the sewer and water system

as a singular entity unlike what obviously the
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purpose of this Comm ssion's purposes is. So it is
not a question and we have never segregated sewer
and water to common term nol ogy question, sewer and
wat er .

Q Under st andi ng that there may have be en sone
confusion on your end, nonetheless, it's likely that
you did use the termsewer and water?

A Absolutely, it would be probable that | used
t hat .

Q Al so, are you aware of simlar conversation
that Sara Wnston of Thorngate staff nay have had
with Conm ssion staff as well?

A Yes, | actually authorized Sara to cooperate
with M. Sant in whatever fashion she could,
under st andi ng that she has only been with the club
for a period of less than a year, so with limted
expertise and history.

Q And if M. Sant indicates in his testinony
that in that conversation again it was referenced to
records reflecting both the water and sewer accounts
woul d you have any reason to doubt that that

term nol ogy was used?
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A No, absolutely not.

Q I"d like to refer you to page 4 of your
testinmony and | ook specifically around lines 4
to 8 Is it your position that capitalized costs on
Thorngate's records relate entirely to the sewer
system and that there are no costs reflected on
Thorngate's books related to the water systen?

A That's correct.

Q M. Sant's testinony included an attachnent
-- I'msorry -- M. Sant's direct testinony, Exhibit
1.0, included an attachment which was | abel ed as
Schedul e 3 a depreciation | apse Schedul e of the
Ivanhoe Club. Is this material that you provided to
M. Sant ?

A | believe through Sara Wnston, our
accountant, this was the docunent which was
provi ded.

MR HUCKMAN:  If | may approach the w tness, |
woul d |i ke to show hima copy of that schedul e.

JUDGE KING  Sure.
BY MR HUCKNAN:

Q I would like to direct your attention to two
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accounts on that schedule, one where there is an
asterisk that says | ast waste water and the second
al so where there is an asterisk that says |and waste
wat er and a second al so where there is an asterisk
whi ch says | and inprovenments, WMS 15 year S sl ash
L.

Is it your position that the anounts that
are reflected in these two accounts represent the
total capital investnment made by Thorngate in the
waste water |and and the waste water inprovenents
and that there is no investnent recorded on the
books for the water systen?

A These two accounting entries are the ones
that we use primarily for -- yes, for the waste
water treatnment facility. There could potentially
be other smaller issues that we have not kept in
conjunction, this not being a singular departnment in
our accounting procedures and, again, it's an
under st andi ng that when we | ook at the s ewer system
we look at this -- have looked at it historically as
a water source for a fluorine irrigation. So in

many cases if a punp were to be replaced or a |line
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were to be replaced it's very likely those expenses

could be capitalized in our normal grounds and

greens departnent.

be two here.

So that's why there would only

Q And when you use --

A Smal | er capital expenses.

Q And the termwaste water is another way of

saying sewer system is that correct?

A Ri ght .

Q On page 4 around line 7 or 8 of your

rebuttal testinony you state there are no costs

reflected in either account for the water system; is

that correct?

A That's correct.

Q Has Thorngate made any other investment in

the water systemnot reflected on these books?

A The only other investnments that we have

probably made aga

n woul d be involved in m nor

repairs and in repleni shments of punps, piping and

i ssues of that nature.

Q Whul d you describe that as a nom nal anount?

MR SPRI NGER

I"mgoing to ask for a definition
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of the term nom nal anount.

MR HUCKMAN:  ['mgoing to withdraw the question
and ask instead: In the investnment you just referred
to could you provide an estimate of those
expendi tures, typically.

MR SPRINGER An estimate for an annual period
typically or what time period are we tal king about.
BY MR HUCKNAN:

Q The particul ar schedule that we are -- that
you have in front of you, ICC Staff
Exhibit 1.0, Schedul e 3 when you indicated that
there are no costs reflected for the water system
you did indicate that it's possible other
i nvestments m ght have been nade by Thorngate which
you' ve descri bed.

In terns of the tine period covered in
this schedul e could you give us a rough estimate of
what those amounts m ght be?

MR SPRINGER 1'mgoing to object. | don't
really think a rough estimate is of any relevance in
thi s proceedi ng.

MR, HUCKMAN: Do you have actual -- | nmean, I'm

68



10

11

12

13

14

15

16

17

18

19

20

21

22

trying to get -- we're talking potentially about
confidential records, I"mtrying as a convenience
here not to force M. Ackman to give particul ar
nunber because that m ght necessitate an in-canera
proceeding. W' re |ooking to understand an order of
magni t ude when he said that they were sort of
smal | er anmounts conpared to cost generally. |I'm
just looking to try and get a rough sense so that we
m ght be able to say it's
X -- it's roughly a small percentage or roughly a
| arge percentage. |If you'd like to give us exact
figures, that's fine.

MR SPRINGER If the witness has information he
can provide | w thdraw nmy objection.

JUDGE KING The witness can answer, if he can.

THE WTNESS: | think the only thing that I m ght
offer -- are we -- to clarify, we're talking
primarily about the sewer system dated between 1991
and current as indicated on the depreciation
schedul e.

MR HUCKMAN:  Yes.

THE WTNESS: If you notice, there is one entry
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in 1998 for $253,484, that is what we would view as
somet hing that would be explicitly notable for our
waste water system which was the creation of a
ditch. That parcel -- and the reason |'msure it's
not noted here is because that is not a
transferrable parcel within this transaction

What our policy has been, maybe unlike
the normal, | have a grounds crew of 31 people and |
have a staff of mechanics and in-house repair people
and a buil di ng engi neer and technician that
primarily take care of our facility inits entirety.
So it's not as if we have tracked tine, effort,
cost, piping, punps to that level. The only thing
that we would capitalize at any level regarding --
in a sheer capital sense -- would be the actua
physi cal cost of a product that was purchased for a
repair part and in nine tines out of ten, in every
case obviously fromthese sheets, it's going to be
goi ng against our irrigation capitalization
departnment of which we carry operating line itens
and capital line itenms on our accounts.

So it's difficult to say this is how nmuch
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we' re spending on an annual basis for repairs and
mai nt enance versus capital operations. It's very
difficult to come up with those nunbers

MR, HUCKMAN: Ckay. That is all of ny questions.
Thank you, M. Ackman

MR, SPRINGER May we have a short br eak?

JUDGE KING  Sure.

(Short break.)
JUDGE KING Is there any redirect?
MR, SPRINGER  Yes, we do have sone questions
REDI RECT EXAM NATI ON
BY
MR SPRI NGER:

Q M. Ackman, in response to M. Huckman's
questions, | believe you indicated that the val ue of
the | and exchanged for the water system had been, in
your words, accentuated by its new environnment; is
that correct?

A Yes.

Q Coul d you explain further what you nmeant in
responding to that question with those words?

A Yes, absolutely. |In the grand spectrum of
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the creation of our conmunity as we know today as
the Ivanhoe community we basically convert rura
undevel oped uni ncor porated properties into living
environnents incorporated with a gol f course
surroundi ng and setting. So by its sheer change,
the perinmeter properties become incredibly value in
proportion for the residential units, the nunbers
escal ate dramat ically.

The big spectrumis going into the
creation of all the infrastructure that's required
to support these things so it's not just build a
golf course, build the hones. |It's build the golf
course, build the homes, set up the conmunity, nake
sure the infrastructure is intact, there is a
multitude of things that go into it. But just by
the sheer nature of creating | ots adjacent and
butting up to a golf course environnent accentuates
the val ue of the property dramatically.

Q And woul d the circunstances you' ve di scussed
account for a difference between the anobunt which is
the value of the property at the time of its

exchange as conpared to its original cost?
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A Absol utely.

Q Also in response to M. Huckman's questions
I believe you indicated that the cost capitalized in
the two accounts referenced on Schedule 3 do not
include all of the capitalized costs associated with
wat er or sewer operations; is that correct?

A That's correct.

Q And woul d you explain further what itens of
cost that relate to the water and sewer operation
woul d not be reflected in the account shown on
Schedul e 3?

A | can cite a few exanples. As | st ated
before, we don't segregate these to these two as
i ndi vidual departnents, so it's nuch nore difficult
for us to track. A couple of exanples were about
three or four years ago we experienced a problem
renoving the flow of water fromthe sewer system and
getting it to the sprayer irrigation fields on the
gol f course so we had to install roughly $60, 000
worth of hard equi pnent and a | ot of in-house |abor
and whatnot in order to make this transfer. That

equi pment still exists, it has become part of our
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irrigation system but it lies and is contained
actually on the property known as the sewer |agoons.
W have over the course of the last ten years
replaced in the vicinity of -- and |I'mguessing in
this respect -- five, six, seven grinder punps in
the different |lift stations that occur around the
perimeter of the comunity which are t he
responsibility of the |Ivanhoe club

W have replaced three vari abl e speed
punps which are quite expensive in the fresh water
distribution system A couple of themthrough a
lighting strike were, thankfully, covered by
i nsurance, one of them | believe, if | recal
correctly, that we had paid for directly.

W have incurred a nunber of smaller
items, those are a few that come to mnd of a |arger
nature. But to be perfectly honest, it's one of the
reasons why we want to get out of the sewer and
wat er business, it's kind of our objective, to put
this behind us. But the costs just keep going.

I amsatisfied at some point in time if

it were required -- | don't know how neani ngful it
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honestly would be -- but it would probably be
possible to provide sone sort of record systens that
woul d isolate these itens individually and it would
take a significant anmount of accounting work to do
it, but I think that information could probably be
provided froma factual standpoint.

Q And it's the case that for the water and
sewer systemthere are no separate books of accounts

mai nt ai ned?

A No.
MR, SPRINGER  Thank you. | have nothing
further.

JUDCGE KING  Recross?

MR, HUCKMAN:  We have not hi ng.

JUDGE KING Madam Exami ner, based on
M. Ackman's testinony | think I nmay be able to
elimnate sone of the cross that | had for the
second conpany witness and, in addition, | do have
to put together agreed -- or an exhibit that will be
entered by agreenent, it's just sone DR responses
that | believe the conpany has agreed to but I

haven't had a chance to put those together. Could
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we take maybe, if it's okay with you, maybe ten
mnutes and I will work to elimnate questions and
put together this exhibit and then hopefully we can
wrap things up?
JUDGE KING Sure. You would contenpl ate how
Il ong for cross?
MR HUCKMAN: | think | can elimnate it
to -- or narrow it down to about between ten and
twenty m nutes.
JUDGE KING That's fine, we can take a
ten-mnute break right now
(Short break.)
JUDGE KING Back on the record
MR SPRINGER Fats our next witness will be M.
Rakocy.
TERRY RAKCQOCY,
called as a witness herein, having been first duly
sworn, was examined and testified as foll ows:
DI RECT EXAM NATI ON
BY
MR SPRI NGER:

Q Pl ease state your nanme and busi ness address.
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A Terry Rakocy 1000 South Skyl er, Kankakee,
Il'linois, 60914.

Q M. Rakocy, what is your position with -- by
whom are you enpl oyed?

A | am enpl oyed by Consuners Illinois Water
Conmpany.

Q VWhat is your position with that company?

A Presi dent of Consuners Illinois.

Q Have you prepared certain testinony for
pur poses of this proceedi ng?

A Yes, | have.

Q I show you a copy of what has been marked
for identification as CIWC Exhibit 1.0 entitled
direct testinmony of Terry J. Rakocy and ask if that
is a copy of your prepared direct testinony?

A Yes, it is.

Q And in the course of that testinony do you
sponsor certain exhibits?

A Yes, | do.

Q And have those exhibits been marked for
identification as CIWC exhibits A through H?

A Yes.
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Q Have you al so prepared for this proceeding a
copy of rebuttal testinony which has been marked for
identification as CIWC Exhibit 1.0R entitled
rebuttal testinony of
Terry J. Rakocy?

A Yes, | have.

Q And in the course of that testinony do you
sponsor sone exhibits?

A Yes, | do.

Q Have those exhibits been marked as CIWC
Exhibits 1.1R 1.2R 1.3R, F revised pages 2 and 6, G
revised and H revised?

A Yes.

Q Have you al so prepared for this proceeding
surrebuttal testinmny narked for identification as
CWC 1.0SR?

A Yes, | have.

Q And i n the course of that testinony, do you
sponsor what's been marked for identification as
CIWC Exhibits 1.1SR, 1.2SR and 1. 3SR?

A Yes.

Q Have you al so prepared for this proceeding
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addi tional surrebuttal testinony marked for
identification as Exhibit 1.0AS?

A Yes, | have.

Q And in the course of that testinony do you
sponsor what's been marked for identification as
Exhibit 1.1AS?

A Yes, | have.

Q And is the information contained in the
testinoni es and exhi bits which you sponsor true and
correct to the best of your know edge?

A Yes, they are.

MR SPRINGER At this tine, Madam Exam ner, |
woul d ask for adm ssion into evidence
M. Rakocy's prepared direct testinmony, ClWC Exhi bit
1.0, and Exhibits A through H which acconpany t hat
testinmony, M. Rakocy's rebuttal testinmony narked as
CIWC Exhibit is 1.0R and Exhibits 1.1R 1.2R 1.3R
F revi sed pages 2
and 6, G revised and H revised whi ch acconpany t hat
testimony, M. Rakocy's surrebuttal testinony
Exhibit 1.0SR and Exhibits 1.1SR 1. 2SR and 1. 3SR

whi ch acconpany that testinmony and finally
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M. Rakocy's additional surrebuttal testinony,
Exhibit 1.0AS and Exhibit 1.1AS whi ch acconpani es
that testinony.

JUDGE KING Any objection?

MR, REICHART: Just one point of clarification
I don't think we are famliar with the attachnent to
the additional surrebuttal testinony.

MR, SPRINGER That was sent over by hard copy
separate fromthe e-mail and it's a data response
that's identified in the testinony.

MR, REICHART: W don't have any objection

MR, SPRINGER Can | ask one additional question
I missed one exhibit, Madam Exam ner

JUDGE KING  Ckay.

BY MR SPRI NGER

Q M. Rakocy, also attached to your rebutta
testinmony is there an Exhibit 1.4R?

A Yes, there is.

Q An is that exhibit true and correct to the
best of your know edge?

A Yes, it is.

MR SPRINGER | would also like to add to ny
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request for adm ssion Exhibit 1.4R which is
attached to Exhibit 1.0R

JUDGE KING Al right. Let the record reflect
that CIWC Exhibits 1.0 with its attachnments, 1.0R
with its attachments, 1.0SRwth its attachments and
1.OAS with its attachnents are hereby admtted into

the record.

(Wher eupon, CIWC Exhi bit
Nos. 1.0, 1.0R, 1.SR and
1. OAS were
admtted into evidence.)
MR SPRINGER M. Rakocy is available for
Cross-exam nati on.
MR, REICHART: Staff does have a few questions.
CRCSS EXAM NATI ON
BY
MR, RElI CHART:
Q Cood afternoon, M. Rakocy, ny name is John
Reichart and | represent staff and |'ve elimnated a
good nunber of the questions | originally had for

you this afternoon. | think in sone cases | may
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have al so elimnated the original reference points,
but | think generally speaking we should be able to
follow these. |If you have a specific question about
where in the testinmony you should be referring, ask
me that please and 1'I | go back and take some tine
tofindit.

My first question is one of those that I
thi nk can be answered generally.

Are you aware if Mitual Service is
commonly referred to as the Home Oaners Associ ati on?
A No, they are not. There are actually two
homeowner' s associ ati ons and the two honeowner's
associ ati ons nmake up the Mitual Water and Sewer
Associ ation. They have representatives on that

board.

Q Do you know t he nanes of two homeowner's
associ ati ons?

A I have only been referring to themas the
Phase 2 and Phase 3 Associations, but |I'mnot sure
that that is their official titles.

Q Wul d you agree that it's Thorngate O ub

that provides water and sewer service at Honmeowner's
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and not the Miutual Services?

A Yes.

Q M. Rakocy, | believe in your rebuttal
testinmony you state that Staff's proposal creates a
di sincentive for |arge systens such as Consuners
fromacquiring smaller systens |ike Thorngate; is
that correct?

A That's correct.

Q Is it your position that Staff's case taken
as a whole results in such a disincentive in this
particul ar docket?

A Yes, | do.

Q And if Staff's case taken as a whol e were
accepted by the hearing exam ner through the HEPO
woul d Consuners attenpt to withdraw its petition as
aresult of that?

A W& woul d have to obviously step back and
take another look at this total package because what
is being presented here is rate base on the sewer
side where we could earn a return and no opportunity
to earn a return on the water side. And since those

woul d be separate tariffs we woul d have to eval uate
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what the ultimte outcone is.

Q I"d like to refer you to your direct
testinmony, actually it's the exhibits that foll ow
the original filing, Exhibits C and D attached to
your direct testinmony. These are the terns and
conditions of the sale of the water and sewer system
to Consuners; is that correct?

A Yes, it is.

Q Now, is it correct that Consumers is paying
$200 for the entire system that's $100 for the
wat er system and $100 for the sewer systenf

A That is correct.

Q Referring to your rebuttal testinony,
specifically Exhibit Grevised, page 3 of 3.
Looking at this chart, would you agree that Exhibit
G projects an operating incone after taxes of
$16,823 in the fifth year of operations for the
wat er and sewer systenf

A It does indicate that.

MR, REI CHART: Thank you, that's all we have.

JUDGE KING Any redirect?

MR, SPRINGER Can we have just one minute, Madam
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Exam ner ?
(Discussion off the record.)

MR SPRI NGER: Yes, Madam Exam ner

REDI RECT EXAM NATI ON
BY
MR SPRI NGER:

Q M. Rakocy, you were asked by
M. Reichart about the figure shown on Exhibit G
revi sed, page 3, for the consolidated operating
incomre for the lIvanhoe O ub Devel opnent; is that
correct?

A That's correct.

Q Whul d you conmment on whet her you believe
that figure is the significant figure to consider in
eval uating the incentives provided by Staff's
pr oposal ?

A Yes, in looking at our tariffed areas within
the state, every operation is an independent tariff

and in this particular case |Ivanhoe would be rmade up
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of two separate tariffs and two separate operations,
one for water, one for waste water; and although the
wat er system woul d deliver revenue and operating

i ncome, the sewer systemwould be a negative 24, 000
even though conbined it was a 16. But the way we
are regul ated they are two separate mnethodol ogi es.

Q As shown on Exhibit G page 2 revised, there
is a negative operating inconme forecasted for waste
wat er operations?

A Yes.

Q And that would be true for both year one and
year five; is that correct?

A That's correct.

Q And a positive operating income is shown
only for water operations on page 1 of the exhibit;
is that correct?

A That's correct.

MR, SPRINGER | have nothing further

MR, REI CHART: W have not hi ng.

JUDGE KING Thank you, M. Rakocy.

VR REI CHART: Madam Exani ner, we have one fina

exhibit to enter into the record, it's been nmarked
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as ICC Staff Exhibit 6.0. it consists of a nunber
of data request responses fromthe conpany as well
as one page of accounting instructions. 1 believe
there is no objection to this exhibit being entered
and I will provide you with a copy.

JUDGE KING Hearing no objection | will indicate
for the record that Staff Exhibit 6.0 is her eby
admitted into the record

(Wher eupon, Staff
Exhibit No. 6.0 was
admtted i nto evidence.)

JUDGE KING Is there anything further? | guess
we need to set a schedule and we'll go off the
record

(Di scussion off the record.)

JUDGE KING Ckay. Back on the record. W have
had sone di scussi on concerning the briefing
schedule. The parties have agreed to submt or file
i n-hand on Decenber 21st sinultaneous initial briefs
with reply briefs to be filed simltaneously January
17 of 2001. And if there is nothing further in this

matter 1'mgoing to ask that the record be marked
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2 a thank you to everyone.
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(Heard and Taken.)
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